Auditing to build public confidence 



AUDITOR-GENERAL 
SOUTH AFRICA 

REPORT OF THE AUDITOR-GENERAL TO THE NORTH WEST PROVINCIAL LEGISLATURE 

AND COUNCIL ON THE LEKWA - TEEMANE LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the financial statements of the Lekwa-Teemane Local Municipality, 
which comprise the statement of financial position as at 30 June 201 1 , the statement of 
financial performance, statement of changes in net assets and the cash flow statement for the 
year then ended, a summary of significant accounting policies and other explanatory 
information, as set out on pages [XX] to [XX]. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with South African Standards of Generally Recognised Accounting 
Practice (SA Standards of GRAP) and the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of 
Revenue Act of South Africa, 2010 (Act No 1 of 2010) (DoRA), and for such internal control as 
the accounting officer determines necessary to enable the preparation of financial statements 
that are free from material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), 
the General Notice issued in terms thereof and International Standards on Auditing. Because 
of the matters described in the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. I was unable to obtain sufficient appropriate audit evidence to determine the completeness 
and existence of property, plant and equipment of R49 562 588 (2010: R43 727 998) as 
disclosed in note 3 to the financial statements. The municipality’s records did not permit the 
application of alternative procedures. Consequently I was unable to determine whether any 
adjustments were necessary to this amount. 

5. I was unable to obtain sufficient appropriate audit evidence regarding the allocation of powers 
and functions relating to water and sanitation between the district and local municipalities due 
to inconsistencies of the government notices issued by the minister and the MEC during 
establishment of the municipalities, the interpretation of the requirements of the Water 
Services Act of South Africa, 1 998 (Act No. 1 08 of 1 998) and the clauses in the service level 
agreement between the water service authority (the district) and the water service provider 
(the local municipality). As a result I was unable to quantify the possible misstatement in the 
related revenue, receivables, accumulated surplus, costs of provision of water and sanitation 
and infrastructure assets as a result of these inconsistencies in the financial statements. 
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Consumer debtors 

6. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
valuation and allocation, rights and obligations and existence of consumer debtors from 
exchange transactions nor was I provided with sufficient appropriate audit evidence for 
adjustments of R19 596 400 made to accounts receivable in the prior year. The municipality’s 
system did not allow the performance of alternative procedures. Consequently, I was unable to 
determine whether any adjustments to the consumer debtors from exchange transactions of 
R9 337 483 (2010: R 54 130 150) disclosed in note 1 1 to the financial statements were 
necessary 

Unspent conditional grants and receipts 

7. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
valuation and allocation, rights and obligations and existence of unspent conditional grants 
and receipts, nor was I provided with sufficient appropriate audit evidence for adjustments of 
R2 779 046 made to unspent conditional grants in the prior year. The municipality’s system did 
not allow the performance of alternative procedures. Consequently, I was unable to determine 
whether any adjustments to unspent conditional grants of R5 337 483 (2010: R 6 289 080) 
disclosed in note 18 to the financial statements were necessary. 

VAT payable 

8. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
valuation and allocation, rights and obligations and existence of VAT payable, nor was I 
provided with sufficient appropriate audit evidence for adjustments of R8 026 589 made to 
VAT payable in the prior year. The municipality’s system did not allow the performance of 
alternative procedures. Consequently, I was unable to determine whether any adjustments to 
the VAT payable of R8 250 774 (2010: R8 026 589) disclosed in 21 to the financial statements 
were necessary. 

Accumulated deficit and reserves 

9. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
valuation and allocation and existence of accumulated surplus and government grant 
reserves. The municipality’s system did not allow the performance of alternative procedures. 
Consequently I was unable to determine whether any adjustments to the government grant 
reserves of R13 763 903 (2010: R6 41 1 089) and accumulated deficit of R97 995 061 
(2010: R17 253 604) as disclosed in the statement of changes in net assets were necessary. 

Disclaimer of opinion 

1 0. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matters 

11.1 draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

12. As disclosed in note 42 to the financial statements, the corresponding figures have been 
restated as a result of errors discovered in the current financial year. 
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Unauthorised, irregular and fruitless and wasteful expenditure 

13. As disclosed in note 49 to the financial statements, irregular expenditure of R468 380 was 
incurred in the current year and R3 771 965 incurred in the prior year is still awaiting 
condonation. 

14. As disclosed in note 48 to the annual financial statements, fruitless and wasteful expenditure 
of R469 931 was incurred in the current year and R618 605 incurred in the prior year has not 
been investigated. 

15. As disclosed in note 47 to the financial statements, unauthorised expenditure of R105 060 713 
was incurred in the current year. 

Material losses and impairments 

16. As disclosed in note 51 to the financial statements, the municipality incurred electricity 
distribution losses of R9 007 845 (2010: R5 415 446). 

17. As disclosed in notes 10 and 1 1 to the financial statements, trade and other receivables from 
exchange and non-exchange transactions of R128 560 455 (2010: R50 1 1 1 837) have been 
impaired. 

Going concern 

18. The accounting officer’s report indicates that the Lekwa Teemane Local Municipality incurred a 
net loss of R74 225 045 (2010: R 40 714 398) during the year and, the municipality’s current 
liabilities exceeded its total current assets by R83 855 935 (2010: RIO 350 977). These 
conditions, along with other matters as set forth in note 45, indicate the existence of a material 
uncertainty casting significant doubt on the municipality’s ability to operate as a going concern. 

Additional matter 

19. I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

20. The supplementary information as set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited the 
annexure and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

21 . In accordance with the PAA and in terms of General notice11 1 1 of 2010, issued in 
Government Gazette33872 of 15 December 2010, I include below my findings report on 
predetermined objectives, material non-compliance with laws and regulations applicable to the 
Municipality and significant internal control deficiencies. 

Predetermined objectives 

22. The reported performance information was deficient in respect of the following criteria: 

The following deficiencies were identified on the report of pre-determined objectives: 

Usefulness of information 

23. The reported performance information was deficient in respect of the following criteria: 

• Consistency: Objectives, indicators and targets are not consistent between planning and 
reporting documents. 

• Relevance: A clear and logical link does not exist between the objectives, outcomes, 
outputs, indicators and performance targets. 

• Measurability: Indicators are not well-defined and verifiable, and targets are not specific, 
measurable and time-bound. 
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24. The following audit findings relate to the above criteria: 

Development priorities/obiectives not consistent with service delivery budget implementation 

plan 

• Upgrading and maintenance of Prince Street Bloemhof 

• Construct library at Utiwanang 

• Establish LTDA to develop marketing strategy and promote investment 

• Establishment of Disability Desk & Support of HIV/AIDS Council 

• Delegation of Function Policy to be updated and implemented. 

25. Financial plan in integrated development plan not projected for at least three years 

• Only 201 0/201 1 budget was presented in the financial plan presented in the I DP instead of 
a financial plan of up to 2012/2013 in contravention of the MSA section 26 

Reliability of information 

26. The reported performance information was deficient in respect of the following criteria: 

• Validity: The reported performance did not occur and does not pertain to the entity. 

• Accuracy: The amounts, numbers and other data relating to reported actual performance 
have not been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have not been 
included in the reported performance information. 

27. The following audit findings relate to the above criteria: 

• Actual performance to facilitate upgrading of water purification plants in Bloemhof and 
Christiana was reported in the annual performance report as filters having been replaced 
on the purification plant though actual work done was on replacement of pumps and 
motors. This resulted in incorrect progress being reported in the Annual performance 
report; and 

• One of the municipality’s targets is to sustain financial management through preparation of 
monthly reconciliations. No monthly reconciliations for some bank accounts other than 
primary account were presented to me for audit purposes. Furthermore, no monthly 
reconciliations were made available for trade receivables and other significant account 
balances and consequently I could not verify reported actual performance of 80% reported 
against financial management target. 

28. The municipality’s targets include review of the credit control and debt collection policies. It 
was reported that an indigent policy review and approval was done against this target. I was 
not furnished with a copy of the approved indigent policy or was I presented with minutes of 
the council specifically approving the policy. Consequently, I could not verify the validity and 
accuracy of the actual performance reported against the target. 

Compliance with laws and regulations 

29. I performed procedures to obtain evidence that the municipality has complied with applicable 
laws and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable laws 
and regulations as set out in the General Notice issued in terms of the PAA are as follows: 

Strategic planning and performance management 

30. The accounting officer of the municipality did not by 25 January 201 1 assess the performance 
of the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and the 


service delivery targets and performance indicators set in the service delivery and budget 
implementation plan as required by section 72(1) (a) (ii) of the MFMA. 

31 . The accounting officer of the municipality did not submit the results of the assessment on the 
performance of the municipality during the first half of the financial year to the mayor of the 
municipality the National Treasury, and the provincial treasury by the 25*'^ of January 201 1 as 
required by section 72(1) (b) of the MFMA. 

32. The accounting officer did not inform the mayor, MEC of local government and the Auditor 
General of unauthorised, irregular or fruitless expenditure incurred by the municipality as 
required by section 32 (4) of the MFMA. 

33. The municipality did not give notice to the public within the prescribed 14 days after adoption 
of the IDP as required by section 25 of the Municipal Systems Act. 

34. The municipality did not approve the annual budget for the 2011/2012 before the start of that 
financial year as required by section 16 (1) of the MFMA. 

35. The municipality did not prepare the annual report within nine months after the end of a 
financial year as required by section 121(4) of the MFMA. 

Annual financial statements, performance and annual reports 

36. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122(1) of the MFMA. Material misstatements for 
receivables, expenditure, payables, contingent liabilities, VAT payable, accumulated surplus, 
unauthorised expenditure, commitments, revenue and employee costs were identified by the 
auditors and were subsequently corrected. 

37. The accounting officer did not prepare and submit the financial statements to the Auditor 
General within two months after the end of the financial year as required by section 126(1) of 
the MFMA. 

38. The council of the municipality did not adopt oversight reports on the annual report within two 
months of the tabling of the annual report as required by section 129(1) of the MFMA. 

39. The mayor did not table, in council, the 2009/10 annual report of the municipality, within seven 
months after the end of the financial year as required by section 127(2) of the MFMA. 

Expenditure management 

40. The accounting officer did not take reasonable steps to prevent irregular expenditure and 
fruitless and wasteful expenditure, as required by section 62(1 )(d) of the MFMA. 

41 . Money owed by the municipality were not always paid within 30 days of receiving an invoice or 
statement, as required by section 65(2)(e) of the MFMA. 

Procurement and contract management 

42. Projects were not monitored on a monthly basis as required by section 1 16(2)(b) of the MFMA. 

Internal Control 

43. I considered internal control relevant to my audit of the financial statements, performance 
report and compliance with laws and regulations. The matters reported below under the 
fundamentals of internal control are limited to the significant deficiencies that resulted in the 
disclaimer of opinion, the findings on the performance report and the findings on compliance 
with laws and regulations included in this report. 

Leadership 

44. On-going monitoring and supervision undertaken to enable management to determine whether 
internal controls over financial and performance reporting are present and functioning was not 
adequate leading to material adjustments to the financial statements and non-compliance with 
laws and regulations. 
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45. The accounting officer does not exercise oversight responsibility over reporting and 
compliance with laws and regulations and internal control policies and procedures. 

Financial and performance management 

46. The finance, supply chain management and human resources departments are understaffed 
which resulted in material amendments to the financial statements submitted for audit and the 
non-compliance to supply chain management regulations. 

47. Internal controls to monitor compliance with laws and regulations have not been effectively 
applied resulting in significant non-compliance with legislation including instances of irregular 
and fruitless and wasteful expenditure. 

48. The accounting officer does not have an adequate support structure as not all section 57 
manager positions were filled at the municipality 

Governance 

49. Based on the number of repeat findings in the current year and lack of implementation of the 
audit action plan, the governance structures and management did not appropriately address 
identified internal control deficiencies and non-compliance with laws and regulations. 

50. Though the audit committee fulfilled its function, the entity did not adequately respond to the 
concerns raised by the audit committee, resulting in the internal control environment over 
financial and performance information and compliance with laws and regulations being 
ineffective 

OTHER REPORTS 

Investigations 

51 . An investigation was conducted by an independent forensic investigator on request of the 
municipality arising from an irregularity noted by external audit. The investigation was initiated 
based on the allegation of possible irregularities in the write off of accounts receivable. The 
investigations resulted in the additional disclosure in note 51 to the financial statements. 



Rustenburg 
30 September 2012 
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